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Notice to Readers
This 2017/18 edition of the Alert Developments in Preparation, Compilation,
and Review Engagements (alert) replaces the AICPA Alert Developments in
Preparation, Compilation, and Review Engagements—2016/17.
This alert is intended to provide accountants with an update on recent practice issues and professional standards that affect preparation, compilation, and
review engagements. This alert also can be used by an entity's internal management to address areas of concern.
This publication is an other preparation, compilation, and review publication,
as defined in paragraph .07 of AR-C section 60, General Principles for Engagements Performed in Accordance With Statements on Standards for Accounting
and Review Services (AICPA, Professional Standards). Other preparation, compilation, and review publications have no authoritative status; however, they
may help the accountant understand and apply the Statements on Standards
for Accounting and Review Services.
In applying the guidance included in an other preparation, compilation, and
review publication, the accountant should, using professional judgment, assess
the relevance and appropriateness of such guidance to the circumstances of the
engagement, as appropriate. The guidance in this document has been reviewed
by the AICPA Audit and Attest Standards staff, and the accountant may presume that it is appropriate.
This document has not been approved, disapproved, or otherwise acted on by a
senior committee of the AICPA.

Recognition
Reviewers
AICPA Accounting and Review Services Committee
Mike Fleming, Chair
The AICPA gratefully acknowledges those members of the Accounting and Review Services Committee and the AICPA Technical Issues Committee, who
helped identify the interest areas for inclusion in this alert.
AICPA Staff
Weiwei Tang
Manager
Product Management and Development—Public Accounting
Mike Glynn
Senior Manager
Audit and Attest Standards
Staff Liaison, Accounting and Review Services Committee

Feedback
This alert is published annually. As you encounter issues that you believe warrant discussion in next year's alert, please feel free to share them with us. Any
other comments you have about the alert also would be appreciated. You may
email these comments to a&apublications@aicpa.org.
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How This Alert Helps You
.01 This alert (alert) helps you plan and perform your preparation, compilation, and review engagements and can also be used by an entity's internal
management to plan and prepare in advance of the engagement. This alert
discusses recent Statements on Standards for Accounting and Review Services (SSARSs) developments, addresses current and emerging practice issues,
and provides valuable information regarding accounting and reporting developments. You should refer to the full text of pronouncements addressing preparation, compilation, and review engagements, as well as the full text of any rules
or publications discussed in this alert. For developing issues that may have a
significant impact on preparation, compilation, and review engagements in the
near future, the "On the Horizon" section provides information on these topics,
including guidance that either has been issued but is not yet effective or is in
a developmental stage.

Economic Developments
The Current Economy
.02 Economic conditions facing the industry in which an entity operates,
such as interest rates, availability of credit, consumer confidence, overall economic expansion or contraction, inflation, and labor market conditions, are
likely to have an effect on an entity's business and, therefore, its financial statements.
.03 During 2016 and into 2017, the U.S. economy continued to recover. The
S&P 500 and the Dow Jones Industrial Average both reached all-time highs
during 2017. The Chicago Board Options Exchange Volatility Index (VIX) is a
key measure of market expectations of near-term volatility conveyed by S&P
500 stock option prices and is considered by many to indicate investor sentiment, market volatility, and the best gauge of fear in the market. The VIX
continued to show an overall decline during the end of 2016 and into 2017.
During that time, prices ranged from 14.40 to 9.36. The volatility shows there
is still some uncertainty; however, the continued downward trend shows that
investors believe the economy and market are improving.

Key Economic Indicators
.04 The following key economic indicators reaffirm the recovery of the
economy during the end of 2016 and into 2017: gross domestic product (GDP),
unemployment, and the federal fund rate. The GDP measures output of goods
and services by labor and property within the United States. It increases as the
economy grows and decreases as it slows. According to the Bureau of Economic
Analysis, real GDP increased at an annual rate of 2.6 percent in the second
quarter of 2017, based on the advance estimate (first estimate). The increase
in real GDP in the second quarter has been attributed to positive contributions
from personal consumption expenditures, nonresidential fixed investment, exports, and federal government spending that were partially offset by negative
contributions from private residential fixed investments, private inventory investment, and state and local government spending.
.05 From July 2016 to July 2017, the unemployment rate fluctuated
between 4.9 percent and 4.3 percent. A rate of 4.9 percent represents approximately 87.4 million people who are unemployed. During that same time
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period, the number of long-term unemployed (those jobless for 27 weeks or
more) was steady. According to the Bureau of Labor Statistics, the number of
people employed part-time for economic reasons decreased to 5.3 million during
the second quarter of 2017. Together, these statistics illustrate the continued
improvement in the economy.
.06 The Board of Governors of the Federal Reserve System (Federal Reserve) increased the target for the federal funds rate in June of 2017 to 1 percent. This was the second rate increase during 2017 after keeping the rate at
.5 percent for over a year.

Frequently Asked Questions and Answers From the
Center for Plain English Accounting
.07 The Center for Plain English Accounting (CPEA) is the AICPA's national audit and accounting resource center, available exclusively to members
of the Private Companies Practice Section. The CPEA assists member firms
in understanding and implementing accounting, auditing, review, compilation,
and quality control standards by sharing technical advice and guidance. The
CPEA's straight-forward and clear style of writing and speaking gives practitioners the opportunity to understand the applicability of the professional
literature when they are preparing financial statements and when they are
auditing, reviewing, and compiling those financial statements.
.08 CPEA regularly publishes reports and frequently asked questions
(FAQs) on the implementation of SSARSs, especially questions about the requirements for accountants engaged to prepare financial statements. To access
this additional resource, please visit www.aicpa.org/interestareas/centerfor
plainenglishaccounting.

Recent AICPA Independence and Ethics Developments
The Revised Code of Professional Conduct
.09 In an effort to make the AICPA Code of Professional Conduct (the
code) easier to use, it is available on a dynamic online platform accessible at
http://pub.aicpa.org/codeofconduct. It is broken down into different parts by line
of practice, is intuitively arranged by topic, and, where necessary, subtopic and
section, and incorporates the conceptual framework approach. The new format
allows for quick and easy navigation and also identifies when nonauthoritative
content is available on a particular topic.

AICPA Conceptual Frameworks
.10 The code contains three conceptual frameworks, one for members in
public practice, one for members in business, and one to specifically address independence. The conceptual framework approach, also known as the "threats
and safeguards" approach, is a way of identifying, evaluating, and addressing
threats that may exist and safeguards that may be applied to eliminate or reduce those threats to an acceptable level. The conceptual framework is used
for areas where the code lacks guidance. These conceptual frameworks allow
members to reach conclusions even if specific guidance is not written in the
code.

ARA-CRV .06
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AICPA Conceptual Frameworks Toolkits
.11 The AICPA developed conceptual framework toolkits for all three of
the conceptual frameworks. The toolkits will assist members in understanding
and applying the conceptual framework concepts to their specific situations.
Specifically, the toolkits include the following:

r
r
r
r

Steps of the conceptual framework to provide members with detailed guidance on what to do when applying the conceptual
framework approach.
A flowchart that serves as a visual aid for breaking down the steps
of the conceptual framework approach.
A worksheet to aid members with applying the steps of the conceptual framework. An example of how to use this worksheet is
included in the toolkit.
Examples of relationships or circumstances that are not addressed in the AICPA code and how the conceptual framework
may be applied in such situations.

.12 The toolkits are available at www.aicpa.org/interestareas/professional
ethics/resources/pages/default.aspx.

AICPA Nonattest Services Toolkit
.13 This tool is designed to assist members in understanding when the
provision of nonattest services impairs independence. This toolkit includes the
following:

r
r
r

An overview of independence considerations when providing
nonattest services to an attest client
A flowchart that illustrates the steps to evaluating independence
when providing certain nonattest services
A checklist to aid members with evaluating whether independence would be impaired

.14 The toolkit is available at www.aicpa.org/interestareas/professional
ethics/resources/downloadabledocuments/toolkitsandaids/nonattest-servicestoolkit.pdf.

New "Hosting Services" Interpretation
.15 A new interpretation was adopted that provides independence guidance when firms provide hosting services to their attest clients. The interpretation states that hosting services are nonattest services that involve a member
accepting responsibility for any of the following:
a. Acting as the sole host of a financial or nonfinancial information
system of an attest client
b. Taking custody of or storing an attest client's data or records
whereby, that data or records are available to the attest client only
from the member, such that the attest client's data or records are
otherwise incomplete
c. Providing electronic security or back-up services for an attest
client's data or records
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.16 Because a member would be maintaining the attest client's internal
control over its data or records when providing these services, independence
would be impaired.
.17 The interpretation is effective September 1, 2018, and the complete
text of the interpretation can be found at http://pub.aicpa.org/codeofconduct/
resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod1.295.143.

Proposed New Ethics Interpretations and Revised Deﬁned Terms
.18 The Ethics division has the following pending exposure drafts:

r
r
r

On July 7, 2017, an exposure draft was issued that proposed a revised interpretation and related other guidance for members that
provide attest services to state and local government entities.
On March 10, 2017, an exposure draft was issued that proposed an
interpretation related to members in public practice responding to
noncompliance with laws and regulations.
On December 15, 2016, an exposure draft was issued that proposed revised definitions for client and attest client as well as related definitions, interpretations, and other guidance.

.19 These exposure drafts can be monitored at www.aicpa.org/interest
areas/professionalethics/community/exposuredrafts.html.

New FAQs
.20 Staff added a nonauthoritative question and answer to the document,
"Frequently Asked Questions: General ethics questions" (found online at
www.aicpa.org/interestareas/professionalethics/resources/tools/downloadable
documents/ethics-general-faqs.pdf), under the topic, "Transfer of Client Files
in a Merger." This was added to clarify that members are not prohibited from
disclosing confidential client information to the other owners of a successor
firm after a purchase, sale, or merger, provided that the member has an ownership interest in the successor firm and complies with the "Transfer of Files
and Return of Client Records in Sale, Transfer, Discontinuance or Acquisition
of a Practice" requirements.
.21 Staff also added five questions and answers related to "Cyber Security
Services" to the document, "Frequently Asked Questions: Nonattest services
questions," which can also be found online at www.aicpa.org/interestareas/
professionalethics/resources/tools/downloadabledocuments/nonattestservices
faqs.pdf document.

Current Practice Issues
Consideration of Materiality in a Review Engagement
.22 As a practical matter, an accountant cannot perform a review engagement without determining materiality for the financial statements as a whole
and applying this materiality in designing the procedures and evaluating the
results from those procedures. The accountant's objective in a review engagement is to obtain limited assurance as a basis for reporting whether the accountant is aware of any material modifications that should be made to the
financial statements for them to be in accordance with the applicable financial

ARA-CRV .16
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reporting framework, primarily through the performance of inquiry and analytical procedures. Without a determination of materiality, the accountant is
unable to meet the objective of the review engagement. For example, the accountant is required to consider materiality when doing the following:

r

r

In accordance with paragraph .17 of AR-C section 90, Review of
Financial Statements (AICPA, Professional Standards), designing
and performing analytical procedures and making inquiries and
performing other procedures, as appropriate, to obtain limited assurance as a basis for reporting whether the accountant is aware
of any material modifications that should be made to the financial
statements in order for the statements to be in accordance with
the applicable financial reporting framework
In accordance with paragraph .28 of AR-C section 90, evaluating
whether uncorrected misstatements, including inadequate disclosure, identified by the practitioner in performing the review
procedures or brought to the accountant's attention during the
performance of the review are, individually and in the aggregate, material to the financial statements in order to determine
whether any modifications should be made to the financial statements in order for them to be in accordance with (the applicable
financial reporting framework

.23 The accountant's consideration of materiality is made in the context of
the applicable financial reporting framework. Some financial reporting frameworks discuss the concept of materiality in the context of the preparation and
presentation of financial statements. Although financial reporting frameworks
may discuss materiality in different terms, they generally explain the following:

r
r
r

That misstatements, including omissions, are considered to be material if they, individually or in the aggregate, could reasonably be
expected to influence the economic decisions of users taken on the
basis of the financial statements.
That judgments about materiality are made in light of surrounding circumstances and are affected by the size or nature of a misstatement or a combination of both.
That judgments about matters that are material to users of the
financial statements are based on a consideration of the common
financial information needs of users as a group. The possible effect
of misstatements on specific individual users, whose needs may
vary widely, is not considered.

.24 If present in the applicable financial reporting framework, a discussion
of the concept of materiality provides a frame of reference to the accountant in
determining whether there are any material modifications that should be made
to the financial statements in order for the statements to be in accordance with
the applicable financial reporting framework. If the applicable financial reporting framework does not include a discussion of the concept of materiality, the
characteristics referred to in the preceding paragraph provides the accountant
with such a frame of reference.
.25 The accountant's determination of materiality is a matter of professional judgment and is affected by the accountant's perception of the needs of
the financial statements' intended users. In this context, it is reasonable for the
accountant to assume that users
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have a reasonable knowledge of business and economic activities
and accounting and a willingness to study the information in the
financial statements with reasonable diligence;
understand that financial statements are prepared, presented,
and reviewed to levels of materiality;
recognize the uncertainties inherent in the measurement of
amounts based on the use of estimates, judgment, and the consideration of future events; and
make reasonable economic decisions on the basis of the information in the financial statements.

.26 Further, unless the review engagement is undertaken for financial
statements that are intended to meet the particular needs of specific users,
the possible effect of misstatements on specific users, whose information needs
may vary widely, is not ordinarily considered.
.27 The accountant's judgment about what is material in relation to the
financial statements as a whole is the same regardless of the level of assurance
obtained by the accountant as a basis for expressing a conclusion on the financial statements. That is, for the same intended users, materiality for a review
engagement is the same as it is for an audit engagement because materiality is
based on the information needs of intended users and not the level of assurance.
.28 The accountant's determination of materiality for the financial statements as a whole may need to be revised during the engagement as a result of
one or both of the following:

r
r

A change in the circumstances that occurred during the review
(for example, a decision to dispose of a major part of the entity's
business)
New information or a change in the accountant's understanding
of the entity and its environment as a result of performing review
procedures (for example, if during the review it appears actual
financial results are likely to be substantially different from anticipated period-end financial results that were used initially to
consider materiality for the financial statements as a whole)

Going Concern
.29 FASB issued Accounting Standards Update (ASU) No. 2014-15, Presentation of Financial Statements—Going Concern (Subtopic 205-40): Disclosure of Uncertainties about an Entity's Ability to Continue as a Going Concern,
in August 2014, and it was effective for years ending after December 15, 2016
(that is, for December 31, 2016 financial statements). This standard codifies into
U.S. generally accepted accounting principles (U.S. GAAP) the responsibility of
management for the evaluation of going concern.
.30 The main provisions of ASU No. 2014-15 require the entity's management to evaluate whether there are conditions or events, considered in the
aggregate, that raise substantial doubt about the entity's ability to continue as
a going concern within one year after the date that the financial statements are
available to be issued.

ARA-CRV .26
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.31 If an accountant is engaged to review financial statements prepared
in accordance with GAAP, in accordance with paragraph .65 of AR-C section
90, the accountant is required to consider whether, during the performance of
review procedures, evidence or information came to the accountant's attention
indicating that there could be an uncertainty about the entity's ability to continue for a reasonable period of time. Although AR-C section 90 does not include specific review procedures with respect to going concern assumptions in
instances in which no evidence or information came to the accountant's attention indicating that there could be an uncertainty about the entity's ability to
continue for a reasonable period of time, given the increased attention on going
concern as a result of the issuance of the accounting standards, the accountant
may consider the following, as part of inquiring of members of management
who have responsibility for financial and accounting matters concerning the
financial statements:
a. Whether management has performed an evaluation of the entity's
ability to continue as a going concern
b. If management has performed an evaluation of the entity's ability
to continue as a going concern, whether management has identified
conditions or events that raise substantial doubt about the entity's
ability to continue as a going concern for a reasonable period of time
and, if so, what are management's plans to address them
c. If management has not performed an evaluation of the entity's ability to continue as a going concern, whether conditions or events exist that raise substantial doubt about the entity's ability to continue
as a going concern for a reasonable period of time
d. Whether management is aware of conditions or events beyond the
period of management's evaluation that may have an effect on the
entity's ability to continue as a going concern
.32 Additionally, the accountant may consider including a specific written
representation in the management representation letter regarding disclosure
of all information relevant to the use of the going concern assumption in the
financial statements.
.33 If the accountant concludes that the entity's disclosures with respect
to the entity's ability to continue as a going concern for a reasonable period of
time are inadequate, in accordance with paragraph .56 of AR-C section 90, the
accountant is required to consider whether modification of the standard report
is adequate to disclose the departure from the applicable financial reporting
framework.
.34 The accountant is not required to include an emphasis-of-matter paragraph in the accountant's review report if the financial statements appropriately disclose uncertainty about the entity's ability to continue as a going
concern. However, the accountant may consider it necessary to draw users'
attention to the issue. The following is an example of an emphasis-of-matter
paragraph the accountant may include in a review report when the accountant
concludes that management has adequately disclosed that substantial doubt
exists but considers it necessary to draw users' attention to the matter:
Emphasis of Matter
The accompanying financial statements have been prepared assuming that the Company will continue as a going concern. As discussed
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in Note X to the financial statements, the Company has suffered recurring losses from operations and has a net capital deficiency that
raises an uncertainty about its ability to continue as a going concern.
Management's plans in regard to these matters are also described in
Note X. The financial statements do not include any adjustments that
might result from the outcome of this uncertainty. Our conclusion is
not modified with respect to this matter.
.35 The Accounting and Review Services Committee (ARSC) has exposed
for public comment a proposed SSARS, "Omnibus Statement on Standards for
Accounting and Review Services—2018," which, among other requirements,
proposes to revise the accountant's responsibilities with respect to consideration of going concern in a review engagement. The comment period on the
exposure draft ends on December 14, 2017. The exposure draft is discussed in
detail in the "On the Horizon" section of this alert.
.36 For compilation engagements, paragraph .13 of AR-C section 80, Compilation Engagements (AICPA, Professional Standards), requires the accountant to read the financial statements in light of the accountant's understanding of the applicable financial reporting framework and significant accounting
policies adopted by management. Also, paragraph .15 of AR-C section 80 requires the accountant to propose the appropriate revisions to management if
revisions to the financial statements are required for the financial statements
to be in accordance with the applicable financial reporting framework, or the
financial statements are otherwise misleading. If the accountant is aware that
the financial statement disclosures with respect to the entity's ability to continue as a going concern for a reasonable period of time are inadequate, the
accountant is required to disclose the known departure from the applicable financial reporting framework in the accountant's compilation report.

Restatements
.37 Misstatements in prior-year financial statements may be identified by
the accountant in a review or compilation engagement on financial statements
for a subsequent period.
.38 Paragraphs 7–8 of FASB Accounting Standards Codification (ASC)
250-10-50, Correction of an Error in Previously Issued Financial Statements,
provide the presentation and disclosure requirements for error corrections (also
described as prior-period adjustments or restatements), which include the following:

r
r
r
r
r

The financial statements have been restated.
A description of the nature of the error.
The effect of the correction on each financial statement line item.
The cumulative effect of the change on retained earnings (or net
assets) as of the beginning of the earliest period presented.
The effect of the correction on net income (both gross and net of
applicable income tax).

.39 If the entity presents comparative financial statements and the accountant reviewed the prior-period financial statements before adjustment, in
accordance with paragraph .48 of AR-C section 90, the accountant is required
to consider the effects of the restatement on the review report on the prioryear financial statements. If the adjustment results in a changed reference to a
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departure from the applicable financial reporting framework, the accountant's
review report on comparative financial statements should include an other matter paragraph that indicates
a. the date of the accountant's previous review report;
b. the circumstances or events that caused the reference to be
changed; and
c. when applicable, that the financial statements of the prior period
have been changed.
.40 If the adjustment does not result in a changed reference to a departure
from the applicable financial reporting framework, but the accountant considers it necessary to draw users' attention to the matter appropriately presented
or disclosed in the financial statements, in accordance with paragraph .52 of
AR-C section 90, the accountant is required to include an emphasis-of-matter
paragraph in the accountant's review report. The following is an example of
an emphasis-of-matter paragraph the accountant may include in the standard
review report on comparative financial statements when the prior-period financial statements have been restated, and the adjustment did not result in a
changed reference to a departure from the applicable financial reporting framework:
Restatement of the 20x1 Financial Statements
As discussed in Note X to the financial statements, the 20x1 financial
statements have been restated to correct a misstatement. Our conclusion is not modified with respect to this matter.
.41 For compilation engagements, the following is an example of a separate paragraph the accountant may include in the standard compilation report on comparative financial statements when the prior-period financial statements have been restated, and the adjustment did not result in a changed reference to a departure from the applicable financial reporting framework:
Restatement of the 20x1 Financial Statements
As discussed in Note X to the financial statements, the 20x1 financial
statements have been restated to correct a misstatement.

Preparation Engagement When in Public Practice and Providing
Certain Consulting Services
.42 Paragraph .01 of AR-C section 70, Preparation of Financial Statements (AICPA, Professional Standards), states that the section applies "when
an accountant in public practice is engaged to prepare financial statements or
prospective financial information." AR-C section 70 does not apply to CPAs who
perform functions, including the preparation of financial statements, in their
role as an employee because in such instances, the CPA is not in the practice of
public accounting. Some accountants in public practice have expressed a level
of confusion regarding when they are considered "engaged" to prepare financial
statements.
.43 Although the term engaged is not defined in SSARSs or the AICPA's
Code of Professional Conduct, it refers to the action that commences the engagement to prepare financial statements. The accountant is "engaged" when
the accountant and the entity mutually understand that the accountant has
been hired to prepare the entity's financial statements. Such an engagement
may be part of a broader service to provide accounting or bookkeeping services.
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.44 Whether an engagement is a bookkeeping or accounting service or an
engagement to prepare financial statements remains an area of confusion for
practitioners. However, the determination should actually be fairly easy. Although a level of professional judgment is necessary, the accountant has only
been engaged to prepare financial statements if the client has "hired" the accountant to do so. If the accountant has been engaged to merely assist in preparing the financial statements or if the accountant prepares financial statements
as a byproduct of certain other specified engagements (for example, prepare tax
returns or a business valuation), the accountant was not engaged to prepare financial statements.
.45 However, when engaged to perform consulting services, such as serving as an outsourced controller, treasurer, or chief financial officer, and a part
of those responsibilities includes the preparation of periodic historical financial
statements or prospective financial information, AR-C section 70 applies to the
preparation of the financial statements or prospective financial information.
.46 The accountant is required, pursuant to paragraph .10 of AR-C section
70, to agree upon the terms of the engagement to prepare financial statements
with management or those charged with governance, as appropriate, and document the agreed-upon terms of the engagement in an engagement letter or
other suitable form of written agreement between the parties. In circumstances
in which the accountant is engaged to perform controllership services that include the preparation of financial statements, although an engagement letter is
not required for other aspects of the controllership service, it is advised that the
written agreement with the client include all aspects of the engagement. If the
controllership service does not include the preparation of financial statements,
the accountant may want to obtain an engagement letter that clearly states
that the engagement does not include the preparation of financial statements.
.47 Further, pursuant to paragraph .14 of AR-C section 70, the accountant
is required to ensure that a statement is included on each page of the financial
statements that the accountant prepared indicating, at a minimum, that "no
assurance" is provided on the financial statements. The accountant may want to
expand on the statement to indicate the accountant's role, for example, "These
financial statements were prepared by Jane Doe, CPA, in her role as Treasurer.
No assurance is provided on these financial statements."

Preparation of Financial Statements Prior to Review or Audit by
Another Accountant
.48 An entity may engage an accountant to prepare financial statements
for review or audit by another accountant. Often, these engagements are undertaken because the accountant engaged to review or audit the financial statements is concerned about potential independence impairments. If an accountant is engaged to prepare financial statements in such circumstances, AR-C
section 70 applies.
.49 Frequently, the accountant engaged to perform the review or audit will
expect "issuance-ready" financial statements and, therefore, will balk at the inclusion of the required statement on each page of the financial statements stating that no assurance is provided. In such instances, the accountant engaged to
prepare the financial statements may issue a disclaimer such as the following:
The accompanying financial statements of XYZ Company as of and
for the year ended December 31, 20x2, were not subjected to an audit,
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review, or compilation engagement by me (us) and, accordingly, I (we)
do not express an opinion, a conclusion, nor provide any assurance on
them.
[Signature of accounting firm or accountant, as appropriate]
[Accountant's city and state]
[Date]

Application of SSARSs to Engagements for Estates and Trusts
.50 Often, accountants are asked to prepare or report on financial presentations of estates or trusts. These requests are usually made because of applicable state laws or regulations. Some states require a specified level of service
(that is, a compilation, review, or audit) or may require a specified financial
statement format, or both. If requested to perform this type of service, the accountant's considerations include the following factors:

r

r

Financial presentation. The financial presentation for an estate
or trust is often dictated by the entity's governing document or
by state law. Some presentations may be no more than a listing
of accounts or transactions, which the practitioner may conclude
does not constitute financial statements as defined in paragraph
.07 of AR-C section 60, General Principles for Engagements Performed in Accordance With Statements on Standards for Accounting and Review Services (AICPA, Professional Standards). If the
accountant concludes that the presentation does not constitute a
financial statement, if the accountant is engaged to prepare such
presentation, the accountant is not required to apply AR-C section
70. However, the accountant would not be precluded from applying
such section if he or she chooses to do so.
Independence. If the accountant is acting as trustee, then he or she
would not be independent and would be precluded from performing an engagement that requires independence, such as an audit
or review. The accountant could prepare the financial presentation
and may perform a compilation engagement, but the accountant's
lack of independence would be required to be disclosed in the accountant's compilation report.

Preparation and Compilation of Prospective Financial Information
.51 With the issuance of SSARS No. 23, Omnibus Statement on Standards
for Accounting and Review Services—2016, in October 2016, the requirements
and guidance with respect to compilations of prospective financial information
were moved from the attestation literature to AR-C section 80. Examinations
and agreed-upon procedures engagements on prospective financial information
remain in the attestation literature. Reviews of prospective financial information continues to be prohibited.
.52 SSARS No. 23 revised AR-C sections 70 and 80 so that the literature
applied to preparation and compilation of prospective financial information,
respectively. The revisions were effective for prospective financial information
prepared on or after May 1, 2017, or compilation reports on prospective financial
information dated on or after May 1, 2017.
.53 In addition to the revisions in the standards, the AICPA Guide
Prospective Financial Information was also revised to include the new standard
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and additional authoritative guidance. The guide also includes suitable criteria
for the preparation and presentation of prospective financial information.
.54 Because the summary of significant assumptions is essential to the
user's understanding of the prospective financial information, the accountant
is precluded from preparing prospective financial information that excludes disclosure of the summary of significant assumptions or a financial projection that
excludes either

r
r

an identification of the hypothetical assumptions or
a description of the limitations on the usefulness of the presentation.

.55 This may be a change in practice for practitioners who had prepared
prospective financial information prior to the issuance of SSARS No. 23.

Don’t Let Scope Creep Lead You Out of Bounds
.56 The following section was taken from the article, "Don't let scope creep
lead you out of bounds," by Sarah Beckett Ference, CPA. Ms. Ference is a
Risk Control Director at CNA and oversees risk control services provided to
CPA firms in the AICPA Professional Liability Insurance Program. The AICPA
thanks her for her assistance and for providing guidance to our members. This
article was originally published in the September 2015 issue of the Journal of
Accountancy.
Almost every sport uses a defined boundary. The playing area, whether
it is a football field, basketball court, or baseball diamond, is clearly
defined and understood by all athletes who play the game. It is pretty
easy to ascertain whether you are in or out of bounds. It's not so simple
in the accounting world. Consider these examples:

r

r

r
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A large accounting firm had to resign from an audit engagement because a permissible nonaudit service was
found to have deviated from its intended scope, causing
the auditor's independence to be impaired. The client then
brought a claim against the CPA firm to recover fees previously paid to the CPA firm and additional fees incurred
to select and hire a new auditor.
Every year, a small CPA firm made adjusting journal entries, reconciled bank accounts, and performed other activities to "clean up" a client's financial records to prepare the tax return. When the client discovered that one
of its employees had embezzled funds, the client sued the
CPA firm, alleging the CPA should have detected the theft
because of its involvement with the client's books and
records.
A wealthy individual tax client of a midsize CPA firm sold
his business, which resulted in negative tax consequences.
The client alleged that the firm failed to give him proper
tax advice regarding the sale and brought a claim against
the firm. The CPA firm indicated the engagement was for
tax return preparation services only, as documented in the
engagement letter. However, it acknowledged discussing
the sale as a courtesy to the client.
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Whether it is termed scope creep or engagement creep, it can be challenging to stay within the boundaries of an agreed-upon scope when
delivering client services.
WHAT'S THE BIG DEAL?
Professional liability concerns
A significant number of claims asserted against CPA firms in the
AICPA Professional Liability Insurance Program include allegations
related to a disputed engagement scope. Even if a scope dispute is not
expressly alleged, defending a claim can be challenging if the firm's
activities were not in line with the scope described in the engagement
letter (if an engagement letter even existed). Often, the scope of service is inadvertently expanded by a well-intentioned CPA trying to deliver good client service. Perhaps the client asked the CPA to "quickly
look into something" or wanted to "bounce something off" the CPA. Or,
during the performance of services, the CPA realized that additional
services, such as bank reconciliation cleanup or the preparation of an
additional state tax return, were needed. Acting upon these good intentions may place additional obligations on the CPA, which may be
challenged by a plaintiff attorney in the event of a professional liability
claim.
Financial concerns
Often a CPA completes an engagement, reviews the client's unbilled
fee balance, and wonders how the balance got so high. It is likely that
additional work was performed in an effort to deliver superior service.
The CPA profession has established a great service culture. However,
this culture can become a double-edged sword and should not be to the
financial detriment of the CPA firm. Time is money. If not managed
appropriately, supplemental activities outside the original engagement's scope may not only increase professional liability risk, but also
may result in write-offs if the client refuses to pay for the additional
work.
Other "costs" firms often overlook when dealing with scope disputes include lost time spent debating with the client, the aggravation caused
by these misunderstandings, and potential reputational damage that
may be caused by an unhappy client. These costs exist even if a claim
is not asserted.
RISK MANAGEMENT TIPS
To help stay in bounds, consider the following tips:

r
r
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Be mindful of whom you let play in your league. Perform proper client acceptance procedures. Take on only
those clients that are a fit with the firm. Be sure to evaluate all potential new clients, including those who seek the
firm's services or come from an acquired firm or practice.
Have a game plan. Use an engagement letter for all services. The scope section of an engagement letter is critical
when a professional liability claim arises. Scope of work
should be clear, and the boundaries of the service to be
performed should be well-defined. Clarify any limitations
of the services. Identify aspects that will not be included,
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r

r

r

r

if appropriate. Include a statement indicating that if additional services are needed, written client approval will
be required, and additional fees will be charged.
Ensure everyone understands the rules. Communicate the scope to all client service team members, particularly those who perform services on-site at the client's
location, to ensure everyone knows the boundaries of the
services. Consider providing a refresher to teams on longterm engagements. Clarify client understanding of what
is included in the scope of services. Strengthening these
communications will help mitigate the risk of unintended
scope creep.
Stick to the game plan. Deliver services in accordance
with the scope outlined in the engagement letter, and document work performed in engagement workpapers. Welldocumented workpapers provide evidence of services delivered and assist in the defense of claims related to scope
disputes. In addition, billing records, particularly the narrative included on client invoices, should align with the
services described in the engagement letter. Consider attaching a copy of the engagement letter to invoices.
Adjust the game plan, if needed. Circumstances may
change, additional work may be needed to proceed, or the
CPA may identify additional service opportunities. All of
these items require the CPA firm to pause and consider
a new course of action. Work with the client to adjust the
engagement scope. Document the revised scope and fee
impact in a communication with the client. Depending on
the extent of the revision, the client communication could
be a simple email, an engagement letter amendment, or a
new engagement letter.
Know when to make cuts. A client who consistently
asks for "quick favors," balks at engagement letters or
additional fees, or pushes the boundaries of the engagement's scope might be taking advantage of the firm's commitment to client service. Not only does this type of client
increase the firm's professional liability risk, it is likely
to result in poor realization for the firm. Consider cutting
this client from the firm's roster.

Peer Review of SSARSs Engagements
.57 For purposes of complying with AICPA membership requirements,
a firm that only performs engagements to prepare financial statements under AR-C section 70 is not required to enroll in a peer review program. For
firms already enrolled in the AICPA Peer Review Program, engagements to
prepare financial statements would fall within the scope of peer review. Independent of AICPA requirements, note that some state boards of accountancy
require firms that only perform these engagements to enroll in peer review as
a licensing requirement. You should check with the state board(s) where you
perform such engagements to determine whether you need to enroll in peer
review.
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.58 The AICPA Peer Review Program has issued a document, "Questions
and Answers About the AICPA Peer Review Program," that is available at www
.aicpa.org/interestareas/peerreview/resources/faqs/downloadabledocuments/
qandaprp.pdf.

Common Peer Review Findings—Compilations
.59 The following sections represent broad findings based on the data collected from the AICPA Peer Review Program and discuss proper treatment in
accordance with AR-C section 80.

Failure to Prepare Reports in Accordance With Professional Standards
.60 Paragraphs .17–.33 of AR-C section 80 provide the requirements for
reporting on compilations of financial statements. Requirements with respect
to reporting on supplementary information that accompanies financial statements and the accountant's compilation report thereon are included in paragraphs .34–.39 of AR-C section 80.
.61 Examples of common peer review findings include the following:

r
r
r
r

Issuance of reports that are not in accordance with current AR-C
section 80
Failure to properly specify the date or period covered by the financial statements
Failure to include a separate paragraph or issue a separate report
when supplementary information accompanies financial statements and the accountant's report thereon
Failure to include a separate paragraph in the accountant's compilation report that includes the elements required by paragraph
.27 of AR-C section 80 when reporting on financial statements that
omit substantially all disclosures required by the applicable financial reporting framework

Failure to Properly Document the Agreed-Upon Terms
of the Engagement
.62 Paragraph .10 of AR-C section 80 requires that the accountant agree
upon the terms of the compilation engagement with management or those
charged with governance, as appropriate, and document the agreed-upon terms
of the engagement in an engagement letter or other suitable form of written
agreement between the parties. Paragraph .10 of AR-C section 80 further requires that certain elements be included in the engagement letter or other suitable form of written agreement between the parties.
.63 Examples of common peer review findings include the following:

r
r

Failure to properly include the expected form and content of the
accountant's compilation report when the accountant's independence is impaired
Failure to properly identify the applicable financial reporting
framework for the preparation of the financial statements
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Common Peer Review Findings—Reviews
.64 The following sections represent broad findings based on the data collected from the AICPA Peer Review Program and discuss the proper treatment
in accordance with AR-C section 90.

Failure to Request Management to Provide Speciﬁc Written
Representations
.65 Paragraph .34 of AR-C section 90 requires that for all financial statements presented and all periods covered by the review, the accountant requests
that management provide written representations that are dated as of the date
of the accountant's review report. Paragraph .34 of AR-C section 90 includes
specific elements that are required to be requested.
.66 Examples of common peer review findings include the following:

r
r
r

Failure to request all required representations
Failure to request representations that are dated as of the date of
the accountant's review report
Failure to request representations for all periods covered by the
review

Failure to Prepare Reports in Accordance With Professional Standards
.67 Paragraphs .38–.50 and .52–.64 of AR-C section 90 provide the requirements for reporting on reviews of financial statements. Requirements with respect to reporting on supplementary information that accompanies financial
statements and the accountant's review report thereon are included in paragraphs .80–.85 of AR-C section 90.
.68 Examples of common peer review findings include the following:

r
r
r

Failure to properly specify the date or period covered by the reviewed financial statements
Failure to include section headings
Failure to clearly indicate the degree of responsibility, if any, the
accountant is taking with respect to supplementary information
that accompanies financial statements and the accountant's review report thereon

Failure to Properly Document the Agreed-Upon Terms
of the Engagement
.69 Paragraph .11 of AR-C section 90 requires that the accountant agree
upon the terms of the review engagement with management or those charged
with governance, as appropriate and document the agreed-upon terms of the
engagement in an engagement letter or other suitable form of written agreement between the parties. Paragraph .11 of AR-C section 90 further requires
that certain elements be included in the engagement letter or other suitable
form of written agreement between the parties.

Failure to Properly Prepare Review Documentation
.70 Paragraph .91 of AR-C section 90 requires the accountant to prepare
review documentation that is sufficient to enable an experienced accountant,
having no previous connection to the review, to understand
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©2017, AICPA

Developments in Preparation, Compilation, and Review Engagements—2017/18

17

a. the nature, timing, and extent of the review procedures performed
to comply with SSARSs,
b. the results of the review procedures performed and the review evidence obtained, and
c. significant findings or issues arising during the review, the conclusions reached thereon, and significant professional judgments
made in reaching those conclusions.
.71 Examples of common peer review findings include the following:

r

r

Failure to properly document the development of expectations of
recorded amounts or ratios and evaluate whether the expectation
is sufficiently precise to provide the accountant with limited assurance that a misstatement will be identified that, either individually or when aggregated with other misstatements, may cause
the financial statements to be materially misstated in accordance
with paragraph .20c of AR-C section 90.
Failure to properly document the comparison of recorded amounts
or ratios developed from recorded amounts to expectations developed by the accountant through identifying and using relationships that are reasonably expected to exist, based on the accountant's understanding of the entity and the industry in which the
entity operates in accordance with paragraph .19c of AR-C section
90.

Other Common Peer Review Findings
.72 In addition to findings with respect to the proper application of
SSARSs, the following represents other broad findings based on the data collected from the AICPA Peer Review Program.
Code of Professional Conduct

r
r
r

Failure to establish and document in writing the understanding
with the client with regard to nonattest services provided
Failure to address management's responsibilities to oversee and
evaluate the results of the services performed
Failure to collect fees for professional services provided more than
one year prior to the date of the current report

Statements on Quality Control

r

Leadership Responsibilities for Quality Within the Firm
— Failure to have a written quality control document in accordance with QC section 10, A Firm's System of Quality
Control (AICPA, Professional Standards), as amended
— Failure to communicate quality control policies and procedures with staff

r

— Failure to devote sufficient resources for the support of
the firm's quality control policies and procedures
Relevant Ethical Requirements
— Failure to obtain written confirmation on independence
for all personnel
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Acceptance and Continuance
—

Failure to obtain a license in all states where engagements were accepted

—

Failure to evaluate the risk of performing an engagement in a specialized industry or to obtain the necessary
knowledge of current standards in specialized areas prior
to performance of the audit, or both

Human Resources
—

Failure to design policies that ensure partners and staff
obtain appropriate CPE to meet state board requirements, membership requirements, and so on

—

Failure to design policies to require relevant CPE for levels of service and industries of engagements performed

—

Failure to maintain current licenses in all jurisdictions
in which the firm practices

Engagement Performance
—

Failure to properly complete or use purchased practice
aids to assist in performing and documenting engagements

—

Failure to establish appropriate criteria for engagement
quality control review (EQCR)

—

Failure to perform EQCR on engagements that meet the
firm's criteria

—

Failure to maintain current quality control materials for
the performance of engagements

—

Failure to establish a policy for the retention of engagement documentation

Monitoring
—

Failure to design appropriate policies and procedures for
the completion of monitoring

—

Failure to include all elements of quality control in monitoring procedures

—

Failure to document the results of monitoring and inspections

FASB Accounting Standards Codification

r
r
r
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Failure to disclose the date through which subsequent events were
evaluated
Failure to correctly classify long-term debt, cash flows, present
gross amounts instead of net, and identify noncash transactions
on the cash flow statements
Failure to appropriately disclose related party transactions, debt
maturation schedules, and significant estimates
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Failure to appropriately disclose fair value hierarchy of investments, description of the levels, description of the assumption
methods used and tabular presentation of amounts
Failure to perform sufficient procedures or sufficiently document
the procedures to obtain assurance of the fair value measurements

Recent FASB Activities
Revenue Recognition Standards
.73 On May 28, 2014, the International Accounting Standards Board
(IASB) and FASB issued a joint accounting standard on revenue recognition
to address a number of concerns regarding the complexity and lack of consistency surrounding the accounting for revenue transactions. Consistent with
each board's policy, FASB issued ASU No. 2014-09, Revenue from Contracts with
Customers (Topic 606), and the IASB issued International Financial Reporting
Standard (IFRS) 15, Revenue from Contracts with Customers. ASU No. 201409 will amend the FASB ASC by creating a new Topic 606, Revenue from Contracts with Customers, and a new subtopic 340-40, Other Assets and Deferred
Costs—Contracts with Customers. The guidance in ASU No. 2014-09 provides
what FASB describes as a framework for revenue recognition and supersedes
or amends several of the revenue recognition requirements in FASB ASC 605,
Revenue Recognition, as well as guidance within the 900 series of industryspecific topics.
.74 As part of the boards' efforts to converge U.S. GAAP and IFRSs, the
standard eliminates the transaction- and industry-specific revenue recognition
guidance under current GAAP and replaces it with a principles-based approach
for revenue recognition. The intent is to avoid inconsistencies in accounting
treatment across different geographies and industries. In addition to improving comparability of revenue recognition practices, the new guidance provides
more useful information to financial statement users through enhanced disclosure requirements. FASB and the IASB have essentially achieved convergence
with these standards, with some minor differences related to the collectibility threshold, interim disclosure requirements, early application and effective
date, impairment loss reversal, and nonpublic entity requirements.
.75 The standard applies to any entity that either enters into contracts
with customers to transfer goods or services or enters into contracts for the
transfer of nonfinancial assets, unless those contracts are within the scope of
other standards (for example, insurance or lease contracts).
.76 On August 12, 2015, FASB issued ASU No. 2015-14, Revenue from
Contracts with Customers (Topic 606): Deferral of the Effective Date, to allow
entities additional time to implement systems, gather data, and resolve implementation questions. This update allows for public business entities, certain
not-for-profits, and certain employee benefit plans to apply the new requirements to annual reporting periods beginning after December 15, 2017, including interim reporting periods within that reporting period. Earlier application
is permitted only as of annual reporting periods beginning after December 15,
2016, including interim reporting periods within that reporting period.
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.77 All other entities will now apply the guidance in ASU No. 2014-09 to
annual reporting periods beginning after December 15, 2018, and interim reporting periods within annual reporting periods beginning after December 15,
2019. Application is permitted earlier only as of an annual reporting period beginning after December 15, 2016, including interim reporting periods within
that reporting period, or an annual reporting period beginning after December
15, 2016, and interim reporting periods within annual reporting periods beginning one year after the annual reporting period in which an entity first applies
the guidance in ASU No. 2014-09.
.78 The core principle of the revised revenue recognition standard is that
an entity should recognize revenue to depict the transfer of goods or services
to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services.
.79 To apply the proposed revenue recognition standard, ASU No. 2014-09
states that an entity should follow these five steps:
1. Identify the contract(s) with a customer.
2. Identify the performance obligations in the contract.
3. Determine the transaction price.
4. Allocate the transaction price to the performance obligations in the
contract.
5. Recognize revenue when (or as) the entity satisfies a performance
obligation.
.80 Under the new standard, revenue is recognized when a company satisfies a performance obligation by transferring a promised good or service to
a customer (which is when the customer obtains control of that good or service). See the following discussion of the five steps involved when recognizing
revenue under the new guidance.

Restricted Cash
.81 In November 2016, FASB issued ASU No. 2016-18, Statement of Cash
Flows (Topic 230): Restricted Cash (a consensus of the FASB Emerging Issues
Task Force), because stakeholders indicated that diversity exists in the classification and presentation of changes in restricted cash on the statement of
cash flows under FASB ASC 230, Statement of Cash Flows. Entities classify
transfers between cash and restricted cash as operating, investing, or financing activities or as a combination of those activities in the statement of cash
flows. Also, some entities present direct cash receipts into, and direct cash payments made from, a bank account that holds restricted cash as cash inflows and
cash outflows, whereas others disclose those cash flows as noncash investing or
financing activities. This ASU addresses that diversity.
.82 GAAP currently does not include specific guidance on the cash flow
classification and presentation of changes in restricted cash or restricted cash
equivalents other than limited guidance for not-for-profit entities. Specifically,
there is no guidance to address how to classify and present changes in restricted
cash or restricted cash equivalents that occur when there are transfers between
cash, cash equivalents, and restricted cash or restricted cash equivalents and
when there are direct cash receipts into restricted cash or restricted cash equivalents or direct cash payments made from restricted cash or restricted cash
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equivalents. The amendments in this ASU are an improvement to GAAP because they provide guidance on the presentation of restricted cash or restricted
cash equivalents in the statement of cash flows, thereby reducing the diversity
in practice described previously.
.83 The amendments in this ASU require that a statement of cash flows
explain the change during the period in the total of cash, cash equivalents, and
amounts generally described as restricted cash or restricted cash equivalents
as well as a reconciliation of total cash, cash equivalents, and restricted cash
from the cash flow statements to the amounts reported on the balance sheet.
Therefore, amounts generally described as restricted cash and restricted cash
equivalents should be included with cash and cash equivalents when reconciling the beginning-of-period and end-of-period total amounts shown on the
statement of cash flows. The amendments in this ASU do not provide a definition of restricted cash or restricted cash equivalents.
.84 The amendments in this ASU are effective for public business entities
for fiscal years beginning after December 15, 2017, and interim periods within
those fiscal years. For all other entities, the amendments are effective for fiscal years beginning after December 15, 2018, and interim periods within fiscal
years beginning after December 15, 2019. Early adoption is permitted, including adoption in an interim period. If an entity adopts the amendments early in
an interim period, any adjustments should be reflected as of the beginning of
the fiscal year that includes that interim period.
.85 The amendments in this ASU should be applied using a retrospective
transition method to each period presented.

Consolidation
.86 In October 2016, FASB issued ASU No. 2016-17, Consolidation (Topic
810): Interests Held Through Related Parties That Are Under Common Control. FASB is issuing this ASU to amend the consolidation guidance on how a
reporting entity that is the single decision maker of a variable interest entity
(VIE) should treat indirect interests in the entity held through related parties
that are under common control with the reporting entity when determining
whether it is the primary beneficiary of that VIE. The primary beneficiary of
a VIE is the reporting entity that has a controlling financial interest in a VIE
and, therefore, consolidates the VIE. A reporting entity has an indirect interest
in a VIE if it has a direct interest in a related party that, in turn, has a direct
interest in the VIE.
.87 The amendments in this ASU affect reporting entities that are required to evaluate whether they should consolidate a VIE within the variable
interest entities subsections of FASB ASC 810-10, Consolidation—Overall, in
certain situations involving entities under common control. Specifically, the
amendments change the evaluation of whether a reporting entity is the primary beneficiary of a VIE by changing how a reporting entity that is a single
decision maker of a VIE treats indirect interests in the entity held through
related parties that are under common control with the reporting entity.
.88 The amendments in this ASU do not change the characteristics of a
primary beneficiary in current GAAP. Therefore, a primary beneficiary of a VIE
has both of the following characteristics: (a) the power to direct the activities
of a VIE that most significantly affect the VIE's economic performance and (b)
the obligation to absorb losses of the VIE that could potentially be significant
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to the VIE or the right to receive benefits from the VIE that could potentially
be significant to the VIE.
.89 If a reporting entity satisfies the first characteristic of a primary beneficiary (that is, it is the single decision maker of a VIE), the amendments in
this ASU require that the reporting entity, in determining whether it satisfies the second characteristic of a primary beneficiary, include all of its direct
variable interests in a VIE and, on a proportionate basis, its indirect variable
interests in a VIE held through related parties, including related parties that
are under common control with the reporting entity. That is, under the amendments, a single decision maker is not required to consider indirect interests
held through related parties that are under common control with the single decision maker to be the equivalent of direct interests in their entirety. Instead, a
single decision maker is required to include those interests on a proportionate
basis consistent with indirect interests held through other related parties.
.90 If after performing that assessment, a reporting entity that is the single decision maker of a VIE concludes that it does not have the characteristics
of a primary beneficiary, the amendments continue to require that reporting
entity to evaluate whether it and one or more of its related parties under common control, as a group, have the characteristics of a primary beneficiary. If
the single decision maker and its related parties that are under common control as a group have the characteristics of a primary beneficiary, then the party
within the related party group that is most closely associated with the VIE is
the primary beneficiary.
.91 The amendments in this ASU are effective for public business entities
for fiscal years beginning after December 15, 2016, including interim periods
within those fiscal years. For all other entities, the amendments in this ASU
are effective for fiscal years beginning after December 15, 2016, and interim
periods within fiscal years beginning after December 15, 2017. Early adoption
is permitted, including adoption in an interim period. If an entity adopts the
amendments early in an interim period, any adjustments should be reflected
as of the beginning of the fiscal year that includes that interim period.
.92 Entities that have not yet adopted the amendments in ASU No. 201502, Consolidation (Topic 810): Amendments to the Consolidation Analysis, are
required to adopt the amendments in this ASU at the same time they adopt the
amendments in ASU No. 2015-02 and should apply the same transition method
elected for the application of ASU No. 2015-02.
.93 Entities that already have adopted the amendments in ASU No. 201502 are required to apply the amendments in this ASU retrospectively to all
relevant prior periods beginning with the fiscal year in which the amendments
in ASU No. 2015- 02 initially were applied.

AICPA Financial Reporting Framework for Small- and
Medium-Sized Entities
Alternatives to U.S. GAAP in Light of the New Revenue
Recognition and Leases Standards
.94 More practitioners may be considering the use of alternative accounting frameworks for their clients due to the substantial changes to U.S. GAAP.
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The approaching effective dates of the new revenue recognition standard (FASB
ASC 606, Revenue from Contracts with Customers) and the new leases standard (FASB ASC 842, Leases) are driving practitioners to focus on the financial reporting challenges and significant costs of implementing these major accounting changes. Faced with these challenges and costs, many practitioners
are questioning the need for U.S. GAAP reporting for their clients, as indicated
in an informal survey conducted by the AICPA's CPEA.
.95 Millions of privately held companies throughout the United States
do not need or are not required to have financial statements prepared in accordance with U.S. GAAP. Other accounting frameworks, or what are known as
special purpose frameworks, are available, such as the cash-basis or tax-basis of
accounting. Although some small businesses have found the cash- or tax-basis
of accounting acceptable, these bases may be insufficient or inappropriate for
other companies or users looking for more robust and relevant financial information. In those situations, an alternative framework is the AICPA's Financial
Reporting Framework for Small- and Medium-Sized Entities (FRF for SMEsTM
framework).

The FRF for SMEs Alternative
.96 The FRF for SMEs framework is a standalone, special purpose framework intended for use by privately held small- to medium-sized entities when
preparing their financial statements. The FRF for SMEs framework draws
upon a blend of traditional accounting principles and accrual income tax methods of accounting. It uses historical cost as its primary measurement basis. In
addition, it provides management with a suitable degree of optionality when
choosing accounting policies to better meet the needs of the end users of the
financial statements. The framework eschews prescriptive, detailed standards
and voluminous disclosure requirements. Being a more intuitive and understandable framework for small business owners and the users of their financial
statements, the framework lays out principles that encourage the use of professional judgment in the particular circumstances of a transaction or event.
.97 The FRF for SMEs reporting option is a cost-beneficial solution for
management, owners, and others who require financial statements that are
prepared in a consistent and reliable manner in accordance with a non-GAAP
framework that has undergone public comment and professional scrutiny. The
accounting principles comprising it are appropriate for the preparation of
small- and medium-sized entity financial statements, based on the needs of
the financial statement users and cost and benefit considerations.

FRF for SMEs Approach to Revenue Recognition and Leases
.98 The FRF for SMEs framework requirements related to revenue recognition are traditional, broad, principle-based guidance that is familiar to most
accountants. Revenue should be recognized when performance is achieved and
ultimate collection is reasonably assured. For goods, performance is achieved
when the entity transfers the risks and rewards associated with the goods to a
customer. For services, performance should be determined using either the percentage of completion method or the completed contract method. Performance
should be regarded as having been achieved when reasonable assurance exists
regarding the measurement of the consideration that will be derived from rendering the service or performing the long-term contract. These requirements
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differ markedly from the new revenue recognition model taking effect in U.S.
GAAP.
.99 For lease accounting, the FRF for SMEs framework takes a traditional
accounting approach blended with some accrual income tax accounting methods. Lessees classify leases as either operating or capital leases. Lessors account
for leases as sales type, direct financing, or operating. The new lease accounting
model coming into effect in U.S. GAAP will differ significantly with this traditional approach by requiring all lease assets and liabilities, including those
related to operating leases, to be recorded on the balance sheet.

Recent Academic Research
.100 A recent research study published in the Journal of Accounting and
Public Policy, "The Effect of SME Reporting Framework and Credit Risk on
Lenders' Judgments and Decisions," reports that the results of the study suggest that the FRF for SMEs framework provides a viable alternative to U.S.
GAAP when a loan applicant's credit risk level is low. The likelihood of loan
approval and interest rate results in the study provide support for the assertion that the FRF for SMEs framework provides a reasonable alternative to
traditional U.S. GAAP for smaller entities.

Considering the FRF for SMEs Framework for Your Clients
.101 The AICPA has developed tool kits and resources to help practitioners
understand the FRF for SMEs framework and decide whether it makes sense
for their clients. Those resources are maintained on the framework's website.
That website also shares perspectives and experiences from a CPA firm that
implemented the framework as well as frequently asked questions.

On the Horizon
.102 This alert identifies certain developments and standard-setting activities that are of particular importance to preparation, compilation, and review engagements. The following sections present brief information about some
ongoing projects that have particular significance to preparation, compilation,
and review engagements. Remember that exposure drafts are nonauthoritative
and cannot be used as a basis for changing existing standards.
.103 Information on and copies of outstanding exposure drafts may be obtained from the various standard-setters' websites. These websites contain indepth information about proposed standards and other projects in the pipeline.
Many more accounting and auditing projects exist in addition to those discussed here. Readers may refer to the Audit Risk Alert General Accounting and
Auditing Developments—2017/18 (product nos. ARAGEN17P, ARAGEN17E, or
WGE-XX), for further information.

Exposure Draft of Proposed Statement on Standards for
Attestation Engagements, Selected Procedures
.104 The ARSC and the Auditing Standards Board (ASB) have been
jointly engaged in ongoing discussions about whether there are opportunities
in practice and in the public interest to expand a practitioner's ability to
perform procedures and report in a procedures and findings format beyond
that currently provided by AT-C section 215, Agreed-Upon Procedures Engagements (AICPA, Professional Standards). As a result of those discussions,
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in September 2017, the ARSC exposed for public comment a proposed Statement on Standards for Attestation Engagements (SSAE) Selected Procedures.
The exposure draft is available at www.aicpa.org/research/exposuredrafts/
accountingandauditing/downloadabledocuments/20170901a_ed_selected_
procedures.pdf. The proposal would address several practice issues that many
practitioners are experiencing today.

Development of the Procedures
.105 In an agreed-upon procedures (AUP) engagement, the practitioner
performs procedures that are established by specified parties, who are responsible for the sufficiency of the procedures for their purposes. Further, in an AUP
engagement, the engagement letter is required to include agreement on the
procedures. In circumstances in which the agreed-upon procedures evolve or
are modified over the course of the engagement, the practitioner is required to
amend the engagement letter to reflect the modified procedures.
.106 In practice, many practitioners find that the specified parties are
unable or unwilling to develop the procedures to be performed. The proposal
would provide greater flexibility by allowing the procedures to be developed
by the practitioner or any combination of parties. The procedures could also
evolve during the course of the engagement. No party would be required to
take responsibility for the sufficiency of the procedures. Instead, users of the
practitioner's report would make their own determination about whether the
procedures are sufficient for their intended purpose.
.107 The practitioner would be required to provide the engaging party
with the actual procedures performed prior to the issuance of the practitioner's
report, thus, providing an opportunity for the engaging party to provide feedback about the procedures performed.

Elimination of the Requirement to Restrict the Use of the
Practitioner’s Report
.108 In an AUP engagement, because specified parties agree to the procedures to be performed by the practitioner and are responsible for the sufficiency
of the procedures for their purposes, the practitioner's report is restricted to
the use of those specified parties. Although the practitioner can restrict the use
of the report if he or she deems appropriate, the proposed standard does not
require that the report be restricted. Permitting general-use procedures and
findings reports would allow practitioners to be responsive to clients who need
to communicate information to a broader number of users.

Elimination of the Reporting Penalty When the CPA Does Not Obtain
a Written Assertion
.109 In an AUP engagement, when the responsible party does not provide
the practitioner with a written assertion, the practitioner is required to disclose
the responsible party's refusal to provide a written assertion in his or her report.
.110 In practice, specifically in situations in which the engaging party is
not the responsible party, the responsible party may not be expected to, or otherwise be willing to, provide a written assertion. Also, the engaging party may
not have performed its own measurement or evaluation of the subject matter
of the agreed-upon procedures engagement against the criteria and, therefore,
is unable to provide an assertion. The proposed standard does not require the
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CPA to request or obtain an assertion from any party, thus, providing flexibility
by permitting the CPA to perform the initial measurement or evaluation of the
subject matter.
.111 If issued as final, the provisional effective date of this proposed SSAE
will not be earlier than for reports dated on or after May 1, 2019. Early implementation will be permitted. The comment period ends on December 1, 2017,
and the ARSC and the ASB are expected to consider comments received on
the exposure draft at separate meetings in January 2018. Comments should be
sent to Mike Glynn at mike.glynn@aicpa-cima.com.

The ASB’s Project to Revise the Attestation Literature to Permit
Non-Assertion-Based Examinations and Reviews
.112 The ASB has a project in development that is related to the "Selected
Procedures" exposure draft. The related project proposes to revise the attestation literature to permit examinations and reviews without a requirement to
request or obtain an assertion from any party. This would permit the practitioner to perform the attestation engagement in instances when the responsible party has not measured or evaluated the subject matter of the engagement
against suitable criteria and allow the practitioner to perform the initial measurement. The ARSC is monitoring the ASB's project, especially as it relates to
the limited assurance review engagement. The ASB may expose the proposed
revisions for public comment in early 2018.

Exposure Draft of Proposed SSARS, Omnibus Statement on
Standards for Accounting and Review Services—2018
.113 In September 2017, the ARSC exposed for public comment a proposed SSARS Omnibus Statement on Standards for Accounting and Review
Services—2018. The exposure draft is available at www.aicpa.org/research/
exposuredrafts/compilationreview/downloadabledocuments/20170914a-edomnibus-ssars-2018.pdf.
.114 The proposed SSARS, if issued as a final standard, would provide
requirements and guidance with respect to the following:

r

r
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International reporting issues, including situations in which financial statements subjected to a review engagement are prepared in accordance with a financial reporting framework generally accepted in another country. The proposed SSARS would also
provide requirements and guidance when the accountant is engaged to perform a compilation or review in accordance with both
SSARSs and another set of compilation or review standards, such
as International Standard on Related Services 4410 (Revised),
Compilation Engagements (ISRS 4410 [Revised]) or International
Standard on Review Engagements 2400 (Revised), Engagements
to Review Historical Financial Statements (ISRE 2400 [Revised]).
Consideration of going concern in a review engagement. The proposed SSARS would require a specific management representation regarding disclosure of all information relevant to the use
of the going concern assumption in the financial statements.
The proposed SSARS would also harmonize the SSARS requirements with those for a review performed in accordance with AU-C
section 930, Interim Financial Information (AICPA, Professional
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Standards), resulting in specific inquiries and an emphasis-ofmatter paragraph in the accountant's review report in certain circumstances.
Referencing the work of other accountants in an accountant's review report. The proposed SSARS would preclude the accountant
from referencing, in the accountant's review report, the review or
audit report of other accountants if such other accountant's report includes an alert that restricts its use. The proposed SSARSs
would also do the following:
— Provide guidance when the accountant decides to make
reference, in the accountant's review report, to the review
or audit report of other accountants of financial statements of a significant component, and the other accountant's review or audit is performed in accordance with
standards other than SSARSs or auditing standards generally accepted in the United States of America (GAAS)
— Require that the accountant of the reporting entity communicate with the other accountants and ascertain that
the other accountants understand the ethical requirements that are relevant to the engagement and, in particular, are independent
— Provide review reporting requirements and guidance
when the accountant decides to make reference to the
review or audit of other accountants who review or audit the financial statements of a significant component,
which are prepared using a different financial reporting
framework from that used for the financial statements of
the reporting entity

.115 The proposed SSARS also proposes a technical correction to the requirements regarding the contents of the accountant's review report.
.116 If issued as final, except for the technical correction to paragraph .39
of AR-C section 90, which will be effective upon issuance, the proposed SSARS
will be effective for compilations and reviews of financial statements for periods
ending on or after June 15, 2019. This effective date is provisional but will not
be earlier than June 15, 2019. Early implementation will be permitted. The
comment period ends on December 14, 2017. Comments are to be sent to Mike
Glynn at mike.glynn@aicpa-cima.com.

Other Items on the ARSC’s Current Agenda
.117 In addition to the preceding, the ARSC is continuing its consideration
of potential incremental requirements with the guidance in ISRE 2400 (Revised). Such consideration includes the potential for an explicit requirement to
determine materiality for the financial statements as a whole and apply such
materiality in designing the procedures and evaluating the results obtained
from those procedures. The ARSC will also consider whether an explicit requirement for the accountant to plan and perform the engagement with professional skepticism is appropriate.
.118 The ARSC also continues to attempt to identify an academic researcher interested in researching the topic of limited assurance, that is, what
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does limited assurance mean to users of financial statements and other information and what amount of evidence is necessary for the accountant to conclude that he or she has obtained such assurance. If interested in such research,
please contact Mike Glynn at mike.glynn@aicpa-cima.com.
.119 The ARSC is also continuing to consider the appropriate response
when an accountant identifies a material and pervasive misstatement in the
financial statements that the entity does not correct.
.120 The ARSC is also considering how review engagements are performed in the age of cloud computing and electronic communications and
whether requirements are necessary to ensure that such engagements are
properly performed.

Upcoming ARSC Meetings
.121 The following dates represent future scheduled public ARSC meetings:

r
r
r

January 9–11, 2018—New Orleans, LA
May 8–10, 2018—Austin, TX
August 14–16, 2018—Seattle, WA

.122 Please note that the schedule is subject to change. Interested observers are welcome to attend the meetings. To register to attend a meeting,
please complete and submit the form at www.aicpa.org/research/standards/
compilationreview/arsc/pages/arsc-meeting-observer-registration.aspx.

Resource Central
.123 The following are various resources that practitioners and accounting
professionals may find beneficial.

Publications
.124 Practitioners and accounting professionals may find the following
publications useful. Choose the format best for you—online, e-book, or print.

r
r
r
r
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Codification of Statements on Standards for Accounting and
Review Services (product no. ACODSSARS17P [paperback] or
ACODSSARS17E [e-book])
Practice Aid Accounting and Financial Reporting Guidelines
for Cash- and Tax-Basis Financial Statements (product no.
APACTB15P [paperback], APACTBO [online], or APACTB15E [ebook])
AICPA Guide Preparation, Compilation, and Review Engagements (product no. AAGCRV17P [paperback], AAGCRV17E [ebook], WRC-XX [online])
U.S. GAAP Financial Statements—Best Practices in Presentation
and Disclosure (formerly, Accounting Trends & Techniques) (product no. ATTATT17P [paperback] or ABPPDO [online])
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The Engagement Letter: Best Practices and Examples
.125 The Engagement Letter: Best Practices and Examples tool provides guidance on developing engagement letters in accordance with applicable
AICPA professional standards. Offered in a convenient and efficient online format, subscribers to this tool can download the sample engagement letters for
easy mark up and customization.

FRF for SMEs Toolkits
.126 The AICPA has developed free FRF for SMEs toolkits to help CPAs
and CPA firms, financial statement users, and small businesses learn about
the FRF for SMEs reporting option. These toolkits contain overviews, sample
illustrative financial statements, videos, PowerPoint presentations, and much
more. There are three toolkits available: one for CPAs, one for financial statement users, and one for small businesses.
.127 All the resources are available free of charge at www.aicpa.org/frc.

Decision Tool for Adopting the FRF for SMEs Framework
.128 The AICPA has developed a tool to help owners and managers of a
small- or medium-sized private business and CPAs serving those businesses to
make an informed decision about choosing an accounting framework, including
the FRF for SMEs framework, as an appropriate basis for the preparation of
the entity's financial statements. The choice of a financial reporting framework
rests with the owners and managers of a private company, in consideration of
their needs and the needs of the users of their financial information. Readers
should note that the tool is presented as a nonauthoritative aid, and its use
is not required. The tool is available online to AICPA members at the AICPA's
Financial Reporting Center (FRC) at www.aicpa.org/frc.

Continuing Professional Education
Self-Study Print CPE
.129 The AICPA offers a number of continuing professional education
(CPE) courses that are valuable to CPAs working in public practice and industry, including the following specifically related to engagements performed
in accordance with SSARSs:

r
r
r
r

Engagement Essentials: Compilation of Financial Statements
(product no. 163282 [CPE On-Demand])
Engagement Essentials: Preparation, Compilation, and Review of
Financial Statements (product no. 746103)
Preparation, Compilation, and Review Engagements Update
(product no. 163462 [CPE On-Demand])
Annual Update for Preparation, Compilation, and Review Engagements (product no. 746063 [text], 163933 [CPE On-Demand])

.130 Visit www.aicpastore.com for a complete list of CPE courses.
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Online CPE
CPExpress
.131 AICPA CPExpress, offered exclusively through AICPA Store, is the
AICPA's flagship online learning product. Divided into 1-credit and 2-credit
courses that are available 24 hours a day, 7 days a week, AICPA CPExpress
offers hundreds of hours of learning in a wide variety of topics. Subscriptions
are available at www.aicpastore.com.

Online Curriculum
.132 Preparation, Compilation, and Review Staff Essentials is a new curriculum that has been designed to provide a convenient, accessible way for firms
to train their staff on how to perform preparation, compilation, and review engagements. This curriculum combines real-world examples, practice exercises,
case studies, and a learning coach to create a flexible, engaging learning experience. The full curriculum comprises 8 courses that total 17 hours of CPE
credit. There are also two series in the curriculum: the Review Engagements
Series and the Compilation and Preparation Engagements Series. Each of the
8 courses can also be purchased individually. Visit www.aicpastore.com for the
full curriculum description.

Webcasts
.133 Stay plugged in to what is happening and earn CPE credit right from
your desktop. AICPA webcasts are high quality CPE programs that bring you
the latest topics from the profession's leading experts. Broadcast live, they allow you to interact with the presenters and join in the discussion. If you cannot
make the live event, each webcast is archived. For additional details on available webcasts, please visit www.aicpastore.com.

Member Service Center
.134 To order AICPA products, receive information about AICPA activities,
and get help with your membership questions, call the AICPA Service Center
Operations at 888.777.7077.

Hotlines
Accounting and Auditing Technical Hotline
.135 Do you have a complex technical question about reviews, compilations, and engagements to prepare financial statements or other technical matters? If so, use the AICPA's Accounting and Auditing Technical Hotline. AICPA
staff will research your question and call you back with the answer. The hotline
is available from 9 a.m. to 8 p.m. ET on weekdays. You can reach the Technical Hotline at 877.242.7212 or online at www.aicpa.org/research/technical
hotline/pages/default.aspx. Members can also email questions to aahotline@
aicpa.org. Additionally, members can submit questions by completing a Technical Inquiry form found on the same website.

Ethics Hotline
.136 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application

ARA-CRV .131

©2017, AICPA

Developments in Preparation, Compilation, and Review Engagements—2017/18

31

of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at 888.777.7077 (press "6" and then "1" on your phone's keypad) or by email at
ethics@aicpa.org.

The AICPA CPEA
.137 The CPEA is a new service available to PCPS member firms. They
provide expertise and resources in a straight-forward and clear style. Written
responses to technical inquiries, webcasts on hot topics, and monthly A&A reports and alerts are helping practitioners understand and implement the authoritative professional literature with respect to audits, reviews, compilations,
and preparation of financial statements. To join the CPEA and take advantage
of these valuable resources and guarantee your practice 1 seat at 8 annual webcasts (16 CPE credits), go to www.aicpa.org/cpea.

AICPA Online Professional Library: Accounting
and Auditing Literature
.138 The AICPA has created your core accounting and auditing library online. The AICPA Online Professional Library is now customizable to suit your
preferences or your firm's needs. You can also sign up for access to the entire
library. Get access anywhere that you can get online to the FASB ASC; the latest AICPA Professional Standards, Technical Questions and Answers, AICPA
Audit and Accounting Guides, Audit Risk Alerts, Best Practices in Presentation and Disclosure; and more. To subscribe to this essential online service for
accounting professionals, visit www.aicpastore.com.

Practice Aid Accounting and Financial Reporting Guidelines for
Cash- and Tax-Basis Financial Statements
.139 The practice aid Accounting and Financial Reporting Guidelines for
Cash- and Tax-Basis Financial Statements provides preparers with the guidelines and best practices to promote consistency and help resolve the often
difficult questions regarding the preparation of cash- and tax-basis financial
statements. Although nonauthoritative, this practice aid is the best source for
such guidance. You can order this practice aid from aicpastore.com (product no.
APACTB15P [paperback]; APACTB15E [e-book]; APACTBO [online]).

Financial Reporting Center of AICPA.org
.140 CPAs face unprecedented changes in financial reporting. As such,
the AICPA has created the FRC to support you in the execution of high quality
financial reporting. This center provides exclusive member-only resources for
the entire financial reporting process and can be accessed at www.aicpa.org/frc.
.141 The FRC provides timely and relevant news, guidance, and examples
supporting the financial reporting process. You will find resources for accounting, preparing financial statements, and performing various types of engagements, including compilation and review, audit and attest, and assurance and
advisory.
.142 For example, the FRC offers a dedicated section to Review, Compilation, and Preparation engagements. For the latest resources available to
help you implement the clarified standards, visit the "Review, Compilation, and
Preparation" page at aicpa.org.
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Appendix—Additional Internet Resources
Here are some useful websites that may provide valuable information to accountants who perform reviews, compilations, and engagements to prepare financial statements as well as management of entities for whom such engagements are performed.
Website Name
AICPA

AICPA
Standards and
Statements

Content

Website

Summaries of professional
standards as well as other
AICPA activities.

www.aicpa.org

One central location to
access the standards and
statements that the AICPA
develops, issues, and
enforces. Includes the
following:

www.aicpa.org/research/
standards/pages/
default.aspx

•
•
•
•
•

www.cpa.com
www.ifrs.com

Statements on Standards
for Accounting and
Review Services
Auditing standards
Quality Control standards
Code of Professional
Conduct
Peer Review standards

AICPA
Financial
Reporting
Center

Summaries of AICPA
www.aicpa.org/frc
standard-setting activity,
recently issued technical
Q&As, and financial
reporting news. Links to
other information related to
accounting and financial
reporting; audit and attest
services; review, compilation,
and financial statement
preparation engagement
services; and assurance and
advisory services.

AICPA
Accounting and
Review Services
Committee

Summaries of standards for
reviews, compilations, and
engagements to prepare
financial statements.
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Content

AICPA
Professional
Ethics Executive
Committee

AICPA technical committee
charged with the
responsibility of interpreting
and enforcing the AICPA
Code of Professional
Conduct.

www.aicpa.org/
interestareas/
professionalethics/pages/
professionalethics.aspx

AICPA
Financial
Reporting
Executive
Committee

AICPA technical committee
for financial reporting. Its
mission is to determine the
AICPA's technical policies
regarding financial
reporting standards and to
be the AICPA's spokesbody
on those matters, with the
ultimate purpose of serving
the public interest by
improving financial
reporting.

www.aicpa.org/
interestareas/
professionalethics/
community.html

Economy.com

Source for analyses, data,
forecasts, and information
on the U.S. and world
economies.

www.economy.com

The Federal
Reserve Board

Source of key interest rates.

www.federalreserve.gov

FASB

Summaries of recent
accounting pronouncements
and other FASB activities.

www.fasb.org

USA.gov

Portal through which all
government agencies can be
accessed.

www.usa.gov

Government
Accountability
Office

Policy and guidance
materials and reports on
federal agency major rules.

www.gao.gov

GASB

Summaries of recent
accounting pronouncements
and other GASB activities.

www.gasb.org

International
Accounting
Standards
Board

Summaries of International www.iasb.org
Financial Reporting
Standards and International
Accounting Standards.
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Website

International
Auditing and
Assurance
Standards
Board

Summaries of International
Compilation and Review
Standards.

www.iaasb.org

International
Federation of
Accountants

Information on
standard-setting activities
in the international arena.

www.ifac.org

Private
Company
Financial
Reporting
Committee

Information on the initiative www.pcfr.org
to further improve FASB's
standard-setting process to
consider needs of private
companies and their
constituents of financial
reporting.
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